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INDEPENDENT AUDITORS' REFORT

To the Board of Trustees of
North Central Michigan Coliege:

We horve audited the accompanying basic finemcial statements of North Centrod Michigan
Cellege as of June 30, 2008 and 2007 and for the years then ended, as listed in the table of contents.
These basic financicd stotements are the responsibility of North Ceniral Michigon College's
management. Cur responsibility is to express an opinion on ihese basic finoncial statements based
on owr cudil,. We did not audit the financicd stictements of the North Central Michigan Coliege
Foundation (o blended component unit) which represenis 16.5 percent of the 1ol assels ond 2.2
percent of the total revenues of Norlh Central Michigem College. Those finomciad sicterments were
audited by cther cuditors whose reporls thereon hove been turnished 1o us, and our opinion, insofar
a5 it relales to the amounts inciuded for the North Central Michigon College Foundation, is based on
the reports of other cuditors.

We conducled ocur cudits in accordance with quditing standards generally accepted in
the United States of America and the standards applicable to finoncial audits contained in
Government Auditing Stemderds, issued by the Comptroller General of the United States. The
financial staternents of the North Central Michigan College Foundalion were not audited in
accordance with Government Audifing Standards. Those standards require that we plan and perform
the audits to obtain reasonable assurance abowt whether the finonciad statements are free of meterial
misstatement. An gudit includes examining, on o lest basis, evidence supporting the amounts and
disclosures in the financicd statements. An cudit also includes assessing the gecounting principles
used ond significant estimales made by moanagement, as well as evaluating the overall finemcial
statement presentation. We belisve that our cudits and the reports of other auditors provide a
rectsonable basis for our opinion.

In our opinion, based on our aqudits and the reporis of other cuditors, he basic financial
slatements relerred to above present ladrly, in all material respects, the financial position of North
Central Michigan College as of June 30, 2008 and 2007, and the chemges in its financial position and
cach fBows for the years then ended, in conformity with accounting principles generally accepted in
the United States of America.
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Board of Trustees
MNorth Central Michigan College

In accordance with Government Auditing Standards, we have dlso issued our report
dated October 7, 2008 on our consideration of North Central Michigean College's internal control over
finamcial reporting and on cur tests of its compliance with certain provisions of laws, regulations,
contracts and gromt agreements and other matters. The purpose of that report is to describe the
scope of our lesting of intermal control over financial reporting and compliomee and the results of that
1esting and not to provide an opinion on the intemad control over financial reporting or on compliance.
Thot report is on integral peot of an audil performed in accordance with Governmend Aucliting
Standeards and important for assessing the results of our audit,

The Management's Discussion and Analysis presented on pages 3 through 10is not a
required part of the basic financial siatements butis supplemental information required by accounting
principles generally accepted in the United States of America. We hoave applied certain limited
procedures, which consisted principally of inquiries of manogement regarding the methods of
mecasuremnent and presentation of the supplemental information. However, we did not cudit the
information and express no opinion on it



Introduction

The College’s financial report consists of three basic financial statements: the Balance Sheet which presents the
assets, liabilities and net assets of the institution as of the end of the fiscal year; the Statement of Revenues,
Expenses and Changes in Net Assets, which reflects revenues and expenses recognized during the fiscal year;
and the Statement of Cash Flows, which provides information on all of the cash inflows and outflows for the
institution by major category during the fiscal year. These financial statements are prepared in accordance with
Governmental Accounting Standards Board (GASB) pronouncements.

In compliance with GASB Statement No. 39 “Determining Whether Certain Organizations are Component
Units,” the North Central Michigan College Foundation is reported as a component unit of the College.
Separately issued financial statements for the Foundation are also available by contacting the Foundation office.

The following discussion and analysis provides an overview of the financial position and activities of North
Central Michigan College for the year ended June 30, 2008. Management has prepared this discussion along
with the financial statements and related footnote disclosures. Following the basic financial statements and
footnotes are two supplementary schedules, the Combining Balance Sheet and the Combining Statement of
Revenues, Expenses, Transfers and Changes in Net Assets. Though GASB does not require this information be
present for a fair and complete presentation, the statements do provide additional information regarding the
various funds and activities of the College that is not disclosed in the basic statements.

Financial Highlights

The College’s financial position remained strong at June 30, 2008, with assets of $29.4 million and liabilities of
$4.4 million. Of the liabilities, $1.4 million are due within one year and $3 million are due beyond one year.
Net assets, which represent the residual interest in the College’s assets after liabilities are deducted, are $25.0
million. Of the net assets, $13.4 million is invested in capital assets, net of related debt; $2.3 million is
restricted; and $9.3 million is unrestricted. The total increase in net assets for the year was $1.09 million.

The College faced challenges over the past year posed by uncertainty of state appropriations and rising health
care costs. Internal budget reductions and reallocations focused resources on College priorities. These financial
statements reflect college-wide departmental savings in an effort to balance the budget with the anticipation of
further budget reductions.

The Balance Sheet and the Statement of Revenues, Expenses and Changes in Net Assets.

These two statements will help the reader answer the question, “Is North Central Michigan College as a whole,
better or worse off as a result of the year’s activities?” The Balance Sheet and the Statement of Revenues,
Expenses, and Changes in Net Assets report information on the College as a whole and on its activities in a way
that helps answer this question. When revenues and other support exceed expenses, the result is an increase in
net assets. When the reverse occurs, the result is a decrease in net assets. The relationship between revenues
and expenses may be thought of as North Central Michigan College’s operating results.

These two statements report the College’s net assets and net asset changes. One can think of net assets — the
difference between assets and liabilities — as one way to measure the College’s financial health, or financial
position. Over time, increases or decreases in the net assets are one indicator of whether the College’s financial
health is improving or deteriorating. Many other non-financial factors, such as the trend in student applications,
student retention, condition of the buildings, and strength of the faculty also need to be considered to assess the
overall health of the College.

These statements include all assets and liabilities using the accrual basis of accounting, which is similar to the
accounting used by most private-sector institutions. All of the current year’s revenues and expenses are taken
into account regardless of when cash is received or paid.



Net Assets

Total net assets increased by $1.1 million to $25.0 million. Total unrestricted net assets are $9.3 million. Of
this total, $2 million is designated for maintenance and replacement of facilities, $2.7 million for replacement

of equipment, sabbaticals and other programs, and $.3 million for auxiliary activities. The remaining $4.3
million is unrestricted, of which $2.8 million is from the Foundation and $1.5 million is in the General Fund.

Following is a comparison of the major components of the net assets of the College and operation results for
years ended June 30, 2008 and 2007:

Net Assets as of June 30 (in millions)

Increase Percent
2008 2007 (Decrease) Change
Current assets $ 73 $ 55 $ 18
Non-current assets:
Capital assets, net of depreciation 16.4 16.3 0.1
Other 5.7 6.7 (1.0)
Total Assets 29.4 28.5 $ .9 3.2%
Current liabilities $ 14 $ 1.2 $ 2
Long-term liabilities 3.0 3.3 (0.3)
Net assets:
Invested in capital assets 134 12.9 0.5
Restricted-Expendable .9 1.2 (0.3)
Restricted-Nonexpendable 1.4 1.3 0.1
Unrestricted 9.3 8.6 0.7
Total net assets 25.0 24.0 1.0 4.2%
Total liabilities and net assets $ 294 $ 285 $ 9 3.2%




Operating Results for the Year Ended June 30 (in millions)

Increase Percent

2008 2007 (Decrease) Change
Operating Revenues
Tuition and fees, net $ 29 $ 29 $ -
Grants and contracts 0.8 0.7 0.1
Federal, State and local grants & contracts 0.6 0.7 (0.1)
Non-governmental Grants 0.4 0.4 --
Auxiliary activities, net 1.8 1.5 0.3
Other 0.2 0.2 --
Total Operating Revenues 6.7 6.4 0.3 4.7%
Total Operating Expenses 17.8 16.6 1.2 7.2%
Net Operating Loss $ (111) $ (10.2) $ (0.9 8.8%
Nonoperating Revenues (Expenses)
State Appropriations 3.1 2.6 0.5
Property tax levy 6.4 5.8 0.6
Pell Grants 2.2 1.8 0.4
Investment Income 0.1 0.6 (0.5)
Interest on Capital Related Debt (0.2) (0.2) 0.1
Donations 0.3 0.3 -
Total Nonoperating Revenues 12.0 10.9 11 10.1%
Income (Loss) before Other Revenues and Expenses 0.9 0.7 0.2 28.6%
Other Revenue
Additions to permanent endowments 0.2 0.3 (0.1)
Total Other Revenue 0.2 0.3 (0.1) (33.3%)
Increase in Net Assets 11 1.0 0.1 10.0%
Net Assets-Beginning of Year 23.9 22.9
Net Assets-End of Year $ 250 $ 239

Operating Revenues

Operating revenues include charges for all exchange transactions such as tuition and fees, the sale of books and
supplies, rental revenue of the residence halls and revenue from the conference center. In addition, certain
federal, state, and private grants are considered operating, if they are not for capital purposes, and are considered
a contract for services.



The following is a graphic illustration of operating revenues by source:
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Operating revenue changes were the result of the following factors:

e Federal Grants and Contracts increased by $55,660, due mainly to increases in Federal work study and
Perkins grants.

e State and Local Government Contracts decreased by $67,037, mainly due to a drop in the Michigan Merit
awards given to students attending North Central Michigan College.

e Auxiliary enterprise revenues increased by $190,662 due to an increase in College Store and
Conference/Cafeteria revenues.

e Tuition and Fees totaled $2,943,681, a $21,525 increase in revenues from last year.
The College receives substantial nonoperating support from state appropriations and property tax revenue, thus
operating expenses normally exceed operating revenues resulting in an operating loss. Non-operating revenues

and expenses are an integral component in determining the increase or decrease in net assets.

Operating Expenses:

Operating expenses are all the costs necessary to provide services and conduct the programs of the College.

The following is a graphic illustration of operating expenses by function for June 30, 2008:



Information
Technology, 6.44%

Depreciation and
Amaortization, B [nstruction
4.72%

Operation and
Maintenance ot
Plant, 8.40%

® [nstructional Support

m Student Services
Institutional
Administration, .

® Institutional Administration
11.62%

& Operation and Maintenance of
Instructional Plant

. 9.62
BUROT B0 ® Information Technaology

Operating expenses increased by $1,170,832 in 2008. Salaries and fringes totaled approximately $10.8 million
this fiscal year, representing approximately 62.0% of total operating expenses.

Nonoperating Revenues

Nonoperating revenues represent all revenue sources that are primarily non-exchange in nature. They consist
primarily of state appropriations, property tax revenue and investment income (including realized and unrealized
gains and losses).

The following is a graphic illustration of nonoperating revenues by source:
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Nonoperating revenue changes were the result of the following factors:

e State appropriations increased by $538,400. The major increase from the year before involved the
State holding the previous year’s last payment until the FY 2007-2008 period.

e Property taxes increased by $637,257 or 10.98%. The taxable value of property in the county
increased by 6.0%. The other increase in property taxes involved the special millage that
contributed to the overall increase.



e Pell Grants of $2,174,283 for FY 2007-2008, which was an increase of $376,589, due mainly to
the increase in enrollment. In previous years, Pell Grant dollars were included in Operating
Revenue under the Federal Grants and Contracts line. Please see FY 2007-2008 Footnotes for
further clarification.

¢ Investment income was significantly reduced due to poor overall U.S. economic conditions. The
investments from this year were $512,832 less than last year.

e Donations increased by 33% from the year before, accounting for $318,216 of the Non-Operations
revenue total.

e Special events decreased by $44,167 from last year’s totals. This was mainly due to poor
economic conditions in the entire State of Michigan.

Other Revenue
Other revenue consists of items that are typically nonrecurring, extraordinary, or unusual to the College. Other

revenues resulted from the following:

e Donations of $186,833 to the permanent endowments for the promotion of the College’s educational and
cultural activities.

Statement of Cash Flows

The primary purpose of this statement is to provide relevant information about the cash receipts and cash
payments of an entity during a period. The Statement of Cash Flows also may help users assess:

e An entity’s ability to generate future net cash flows
o Its ability to meet its obligations as they come due
e Its needs for external financing

Cash Flows for the Year Ended June 30 (in millions)

Increase

2008 2007 (Decrease)

Cash Provided by (used in):
Operating activities (11.0) 9.2) $ (1.8)
Noncapital financing activities 11.7 11.1 0.6
Capital and related financing activities (0.7) (0.9) 0.2
Investing activities 1.2 (0.7) 1.9
Net Increase in Cash 1.2 0.3 0.9
Cash-Beginning of Year 5.2 4.9 0.3
Cash-End of Year $ 64 $ 52 $ 1.2

Net cash used for operating activities totaled $11.0 million for the fiscal year ending June 30, 2008. This was
financed by $11.7 million of net cash flows from non-capital financing activities such as property taxes and state
appropriations. Net cash used for capital and related financing activities totaled $ 0.7 million. This includes
$1.0 million in capital additions and $.5 million of debt principal and interest payments as well as $.7 million in
capital property tax revenue. Net cash used for investing activities totaled $1.2 million. This includes interest
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received of $.3 million, the sale and maturities of investments totaling $1.2 million, and the purchase of
investments of $.3 million. The net result of all cash flows is an increase in cash of $1.2 million from the fiscal
year ending June 30, 2007.

Capital Assets

At June 30, 2008, the College had approximately $16.4 million invested in capital assets, net of accumulated
depreciation of $11.0 million. Depreciation charges totaled approximately $841,000 for the current fiscal year.

Capital assets consist of the following:

2008 2007

Land $13,306 $13,306
Construction in progress 517,865 337,404
Buildings and improvements 20,454,729 20,329,437
Infrastructure 2,514,183 2,328,016
Furniture, fixtures & equipment 2,921,380 2,586,818
Library materials 974,127 894,315
Software 47,800 -

Total capital assets 27,443,390 26,489,296
Less accumulated depreciation 11,019,649 10,199,971

Total capital assets, net $16,423,741 $16,289,325

Major capital additions this year, including approximate costs, consist of the following:

Campus fire alarm, security and access controls systems $281,000
Student Community Resource Center entrance drive 93,000
Outdoor kiln shelter 81,000
Student services parking lot 54,000
Financial aid software 48,000
Nursing lab renovations 38,000
Campus operating software (construction in progress) 518,000

More detailed information about the College’s capital assets is presented in the footnotes to the financial
statement.

Debt

The College had $3.1 million in debt outstanding at June 30, 2008. Debt repayments of $270,000 were made on
debt existing at the beginning of the year. More detailed information about the College’s long-term liabilities is
presented in the footnotes to the financial statement.

Commitments

As of June 30, 2008, the College had entered into contracts for the following:

Steel roof on administrative classroom building $389,940
Telephone, wireless internet and emergency notification system 230,000
Network upgrades and fiber installation 50,000

A deposit of $110,093 had been made as of June 30, 2008 on the telephone, wireless internet and emergency
notification system.



Economic Factors That Will Affect The Future

The economic position of the College is closely tied to that of the State of Michigan. Because of limited
economic growth and increased demand for state resources from federal mandates, the state has budget cuts that
might need to be enacted during the Fiscal Year 2008-2009 budget year, which may impact the funding to the
College in the 2008-2009 fiscal year.

Rising costs of gas and oil will impact the College’s budget in the 2008-09 fiscal year.

The Board of Trustees approved an average increase of 2.63% in tuition rates effective with the Fall 2008 term.

Contacting the College’s Financial Management

The financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a
general overview of the College’s finances and to demonstrate the College’s accountability for the money it
receives. If you have questions about this report or need additional financial information, contact the business
office, North Central Michigan College, 1515 Howard Street, Petoskey, Michigan 49770.
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NORTH CENTRAL MICHIGAN COLLEGE

BALANCE SHEETS
June 30, 2008 and 2007
ASSETS
2008 2007
CURRENT ASSETS:
Cash and cash equivalents 3 5,723,190 3 4,516,822
Receivables, net 406,835 355,893
State appropriation receivable - 181,081
Federal and state grants receivable 789,594 94,207
Inventories 100,222 120,113
Prepaid expenses 122,654 148,707
Equipment deposits 110,093 -
Total current assets 7,252,588 5,416,823
NONCURRENT ASSETS:
Restricted cash 715,992 734,075
Investments 5,013,251 6,029,865
Capital assets not being depreciated or amortized 531,171 350,710
Capital assets being depreciated or amortized, net 15,892,570 15,938,615
Total noncurrent assets 22,152,984 23,058,265
TOTAL ASSETS 3 29,405,572 3 28,470,088
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable $ 345,041 $ 336,917
Accrued payroll and other compensation 474,059 364,109
Unearned tuition and fees 169,795 138,385
Unearned revenue 33,514 68,811
Due to depositors 36,051 30,737
Interest payable 22,455 24,390
Current portion of bonds payable 285,000 270,000
Total current liabilities 1,365,915 1,233,349
LONG-TERM LIABILITIES:
Accrued compensated absences 202,381 207,886
Bonds payable, net of current portion 2,810,000 3,095,000
Total long-term liabilities 3,012,381 3,302,886
Total liabilities 4,378,296 4,536,235
NET ASSETS:
Invested in capital assets, net of related debt 13,438,834 12,924,325
Restricted for:
Nonexpendable endowments 1,428,038 1,308,070
Expendable scholarships and grants 424,698 735,541
Construction and debt service 117,464 150,189
Capital projects 318,485 287,838
Unrestricted 9,299,757 8,527,890
Total net assets 25,027,276 23,933,853
TOTAL LIABILITIES AND NET ASSETS 3 29,405,572 3 28,470,088

The accompanying notes are an integral part of these financial statements.
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NORTH CENTRAL MICHIGAN COLLEGE
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
for the years ended June 30, 2008 and 2007

OPERATING REVENUES:

Tuition and fees (net of scholarship allowance of $1,824,308

and $1,520,099 in 2008 and 2007, respectively)
Federal grants and contracts
State and local grants and contracts
Nongovernmental grants
Auxiliary activities
Other sources

Total operating revenues

OPERATING EXPENSES:
Instruction
Instructional support
Student services
Institutional administration
Operation and maintenance of plant
Information technology
Depreciation and amortization

Total operating expenses

Operating loss

NONOPERATING REVENUES (EXPENSES):
State appropriations
Property tax levy
Pell grants
Investment income (net of investment expense of
$23,535 and $22,163 in 2008 and 2007, respectively)
Net realized and unrealized gain (loss) on investments
Net gain (loss) on disposal of fixed assets
Interest on capital asset - related debt
Donations
Special events

Net nonoperating revenues

Income before other revenue

OTHER REVENUE,
Additions to permanent endowments

INCREASE IN NET ASSETS

NET ASSETS:
NET ASSETS, BEGINNING OF YEAR

NET ASSETS, END OF YEAR

The accompanying notes are an integral part of these financial statements.
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2008 2007
$ 2,943,681 2,922,156
770,569 714,909
592,561 659,598
383,974 380,799
1,739,734 1,549,072
191,498 154,594
6,622,017 6,381,128
5,179,683 4,890,842
1,714,747 1,516,237
5,368,312 5,186,655
1,993,887 1,745,118
1,495,976 1,493,079
1,148,362 928,042
841,278 811,440
17,742,245 16,571,413
(11,120,228) (10,190,285)
3,093,400 2,555,000
6,444,723 5,807,466
2,174,283 1,797,694
337,933 346,811
(252,113) 251,391
8,900 (502)
(144,406) (155,479)
318,216 239,510
45,882 90,049
12,026,818 10,931,940
906,590 741,655
186,833 308,436
1,093,423 1,050,091
23,933,853 22,883,762
3 25,027,276 23,933,853




NORTH CENTRAL MICHIGAN COLLEGE
STATEMENTS OF CASH FLOWS
for the years ended June 30, 2008 and 2007

CASH FLOWS FROM OPERATING ACTIVITIES:
Tuition and fees
Grants and contracts
Payments to suppliers
Payments to employees

Auxiliary enterprise charges
Other

Net cash used for operating activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:
Local property taxes
Pell grants
Additions to permanent endowments
Donations and special events
State appropriations

Net cash provided by noncapital
financing activities

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES:
Purchase of capital assets
Proceeds from sale of capital assets
Principal paid on capital debt
Capital property taxes
Interest paid on capital debt

Net cash used for capital and
related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales and maturities of investments
Interest on investments
Purchase of investments

Net cash provided by (used for) investing activities

NET INCREASE IN
CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS - Beginning of Year
CASH AND CASH EQUIVALENTS - End of Year

The accompanying notes are an integral part of these financial statements.
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2008 2007
2,889,881 $ 2,792,415
1,022,219 1,986,847
(9,389,359) (8,565,324)
(7,485,938) (7,094,734)
1,742,552 1,522,183

191,498 154,594

(11,029,147) (9,204,019)
5,718,501 5,123,017
2,158,624 1,809,309

186,833 308,436
364,098 1,021,878
3,274,481 2,871,754
11,702,537 11,134,394
(1,032,072) (1,136,013)
8,900 12,500
(270,000) (255,000)
726,222 684,449
(146,341) (157,307)
(713,291) (851,371)
1,227,948 435,327
337,933 346,811
(337,695) (1,547,890)
1,228,186 (765,752)
1,188,285 313,252
5,250,897 4,937,645
6,439,182 $ 5,250,897




NORTH CENTRAL MICHIGAN COLLEGE
STATEMENTS OF CASH FLOWS (CONTINUED)
for the years ended June 30, 2008 and 2007

2008 2007
BALANCE SHEET CLASSIFICATIONS OF CASH
AND CASH EQUIVALENTS:
Cash and cash equivalents $ 5,723,190 3 4,516,822
Restricted cash 715,992 734,075
TOTAL CASH AND CASH EQUIVALENTS 3 6,439,182 $ 5,250,897
RECONCILIATION OF OPERATING LOSS TO
NET CASH USED FOR OPERATING ACTIVITIES:
Operating loss $ (11,120,228)  $ (10,190,285)
Adjustment to reconcile operating loss
to net cash used for operating activities:
Depreciation and amortization 841,278 811,440
Allowance for uncollectible accounts 25,651 42,895
(Increase) decrease in assets:
Accounts receivable, net (76,593) (170,144)
Federal and state grants receivable (695,387) 192,739
Inventories 19,891 7,597
Prepaid assets and other current assets 26,053 17,964
Equipment deposits (110,093) -
Increase (decrease) in liabilities:
Accounts payable (45,591) 15,295
Accrued payroll and other compensation 104,445 1,520
Due to depositors 5,314 14,644
Unearned tuition and fees (3,887) 52,316
NET CASH USED FOR OPERATING ACTIVITIES 3 (11,029,147) (9,204,019)
SUPPLEMENTAL DISCLOSURE OF NONCASH
CAPITAL AND RELATED FINANCING ACTIVITIES:
Capital assets purchased with accounts payable 3 53,715 3 102,935

The accompanying notes are an integral part of these financial statements.
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Reporting Entity and Basis of Presentation

North Central Michigan College (the College) is a community college offering courses at its
Petoskey, Michigan campus and other locations in northwest lower Michigan. The College is
governed by a seven member Board of Trustees elected at large by Emmet County voters. The
financial statements have been prepared in accordance with the generally accepted
accounting principles as applicable to public colleges and universities outlined in
Governmental Accounting Standards Board (GASB) Statement No. 35, Basic Financial
Statements and Management’s Discussion and Analysis of Public Colleges and Universities
and the Manual for Uniform Financial Reporting - Michigan Public Community Colleges.

The College reports as a "business-type” activity, as defined by GASB Statement No. 35.
Business-type activities are those that are financed in whole or in part by fees charged to
external parties for goods or services.

Reporting for business-type activities is based on all applicable GASB pronouncements, as
well as certain applicable Financial Accounting Standards Board pronouncements, unless
those pronouncements conflict with GASB pronouncements.

The accompanying financial statements have been prepared in accordance with criteria
established by GASB for determining the various governmental organizations to be included
in the reporting entity. These criteria include significant operational or financial relationships
with the College. Based on application of the criteria, the North Central Michigan College
Foundation (the Foundation) is included in the College's reporting entity. See Note ] for further
discussion of this component unit.

Significant accounting policies followed by the College are described below:

Accrual Basis

The financial statements have been prepared on the accrual basis of accounting, whereby
revenue is recognized when earned and expenditures are recognized when the related
liabilities are incurred and certain measurement and matching criteria are met.

Cash and Cash Equivalents

Cash and cash equivalents include amounts in demand deposits and all highly liquid
investments with an initial maturity of three months or less.

Allowance for Uncollectible Accounts

An allowance for uncollectible accounts is estimated and recorded based on the College’s
historical bad debt experience and on management’'s judgment. The allowance for
uncollectible accounts at June 30, 2008 and 2007 was $68,546 and $42,895, respectively.

Investments

Investments are recorded at fair value, based on quoted market prices.
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):
Inventories

Inventories are valued at the lower of cost (first-in, first-out) or market. Inventories consist of
bookstore textbooks, materials, and food service supplies.

Capital Assets

Capital assets are recorded at cost or, if acquired by gift, at the fair market value as of the date
of acquisition. Depreciation is provided for capital assets on a straight-line basis over the
estimated useful life of the assets. The College's capitalization policy is to capitalize individual
amounts of $5,000 or more.

Unemployment Insurance

The College reimburses the State of Michigan Unemployment Agency (the Agency) for the
actual amount of unemployment benefits disbursed by the Agency on behalf of the College.
Billings received for amounts paid by the Agency through June 30 are accrued.

Unearned Revenue

Revenue received prior to year-end that relates to the next fiscal period is recorded as
unearned revenue. Unearned revenue at June 30, 2008 consists of $169,795 for the 2008
summer semester, which began on June 2, 2008 and ended on July 25, 2008, $15,965 related
primarily to auxiliary activities, and $17,549 related to scholarships. Unearned revenue at June
30, 2007 consists of $138,385 for the 2007 summer semester, which began on June 4, 2007 and
ended onJuly 27, 2007, and $22,461 related primarily to auxiliary activities, and $46,350 related
to scholarships.

Accrued Compensated Absences

This represents the accumulated liability to be paid under the college's current sick and
personal day policy.

Internal Activity Elimination

In the process of aggregating data for the Balance Sheets and Statements of Revenues,
Expenses and Changes in Net Assets, some amounts reported as internal activity and
balances have been eliminated on the Statements of Revenues, Expenses and Changes in Net
Assets. Both revenue and expenses related to internal service activities have been eliminated.

Operating Revenues and Expenses

Revenue and expense transactions are normally classified as operating revenues and
expenses when such transactions constitute the College's principal ongoing operations.
However, most revenues that are considered to be non-exchange and exchange-like, such as
tax revenues and State appropriations, are classified as nonoperating revenues.
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Use of Estimates

The process of preparing basic financial statements in conformity with accounting principles
generally accepted in the United States of America requires the use of estimates and
assumptions regarding certain types of assets, liabilities, revenues, and expenses. Such
estimates primarily relate to unsettled transactions and events as of the date of the financial
statements. Accordingly, upon settlement, actual results may differ from estimated amounts.

Reclassifications

Certain amounts in prior-year financial statements have been reclassified for comparative
purposes to conform with presentation in the current-year financial statements. A major
reclassification was for Pell grants of $1,797,694 to be reported as nonoperating revenue rather
than as operating revenue. This reclassification is a result of a GASB Clarification issued in
October, 2007 regarding this issue.

NOTE B - PROPERTY TAXES:

Property taxes levied by the College are collected by various municipalities and periodically
remitted to the College. The taxes are levied as of December 1 and are due upon receipt of
the billing by the taxpayer and become a lien on the first day of the levy year. The actual due
date is February 14, after which time the bills become delinquent and penalties and interest
are assessed by the collection entity. Property tax revenues are recognized when levied.

For the years ended June 30, 2008 and 2007, the College levied the following amounts per
$1,000 of assessed valuation:

Description 2008 2007
Operating 1.1110 Mills 1.1132 Mills
Additional voted operating (expires 2016) .9981 Mills .8966 Mills
Special voted operating (expires 2016, for construction
and debt service) 2679 Mills .2686 Mills

NOTE C - CASH AND INVESTMENTS:

Cash and Short-term Investments

Cash consists of deposits in bank accounts and cash on hand. The College maintains deposits
in bank checking accounts, savings accounts and money market accounts in accordance with
Michigan Public Act 331 as discussed below. The Foundation maintains anon-interest bearing
bank checking account.

Investments

Michigan Public Act 331 authorizes the College to invest in bonds and other direct and certain
indirect obligations of the U.S. Treasury; certificates of deposit, savings accounts, deposit
accounts, or depository receipts of a bank, savings and loan association, or credit union,
which is a member of the Federal Deposit Insurance Corporation, Federal Savings and Loan
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE C - CASH AND INVESTMENT'S (Continued):

Investments (Continued)

Insurance Corporation, or National Credit Union Administration, respectively; and in
commercial paper of corporations located in this state rated prime by at least one of the
standard rating services. The College is also authorized to invest in U.S. Government or
federal agency obligations, repurchase agreements, bankers’ acceptances of U.S. banks, and
mutual funds composed of investments as outlined above.

The investment policy of the North Central Michigan College Foundation as established by the
Foundation's Board of Directors authorizes investments in a diversified portfolio of equities,
fixed income securities and short-term fixed income instruments (i.e. securities with maturities
under three years). The overall investment objective is to maximize growth while generating
sufficient income and maintaining adequate cash reserves to meet stated distribution
requirements as established from time to time by the Foundation Board. Mutually agreed upon
allocation parameters among these types of investments are established at least annually with
the Foundation's investment advisor. Short sales; put and call option strategies; margin
purchases; commodities (futures); securities of the Investment Manager's corporation or parent
corporation; direct investments in tangible assets such as real estate, oil and gas, precious
metals, in excess of 5 percent of the total portfolio; and derivatives as a yield enhancement not

as a hedge are prohibited unless specific written permission is received from the Foundation
Board.

Interest Rate Risk

As of June 30, 2008, the College and Foundation had the following investments and maturities
(money market funds and external investment pools are classified as cash and cash
equivalents on the Balance Sheet):

Fair Market Less Than More Than
Value One Year 1-3 Years 3 Years
Money market funds $1,818,580 $1,818,580 3 - 3 -
External investment pools 2,679,513 2,679,513 - -
Subtotal 4,498,093 4,498,093 - -
U.S. agencies 1,474,903 388,467 92,198 994,238*
U.S. Treasuries 768,020 301,101 335,110 131,809
Corporate bonds 193,908 49,696 25,034 119,178
Municipal bonds 30,000 - - 30,000**
Mutual bond funds 337,943 - 156,986 180,957
Mutual equity funds 2,208,477 - - 2,208,477
Subtotal 5,013,251 739,264 609,328 3,664,659
Total investments $9,511,344 $5,237,357 $ 609,328 $3,664,659

*

$379,220 of these investments are callable in less than one year and $256,408 are callable in 1-3 years.
** All of the investments in municipal bonds are callable in less than one year.
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE C - CASH AND INVESTMENTS (Continued):
Interest Rate Risk (Continued)

As of June 30, 2007, the College and Foundation had the following investments and maturities
(money market funds and external investment pools are classified as cash and cash
equivalents on the Balance Sheet):

Fair Market Less Than More Than
Value One Year 1-3 Years 3 Years
Money market funds $1,465,696 $1,465,696 $ - 3 -
External investment pools 2,016,867 2,016,867 - -
Subtotal 3,482,563 3,482,563 - -
U.S. agencies 1,682,199 346,926 599,688* 735,585
U.S. Treasuries 1,208,098 497,006 469,768 241,324
Corporate bonds 98,246 49,705 48,541 -
Municipal bonds 185,000 - - 185,000
Common stock 35,070 - - 35,070
Mutual bond funds 368,463 - 153,346 215,117
Mutual equity funds 2,452,789 - - 2,452,789
Subtotal 6,029,865 893,637 1,271,343 3,864,885
Total investments $9,512,428 $4,376,200 $1,271,343 $3,864,885

* $145,532 of these investments are callable in less than one year.
** $423,083 of these investments are callable in 1-3 years.

The College does not have specific investment policies that limit investment maturities as a
means of managing its exposure to fair value losses arising from increasing interest rates. The
Foundation investment policy states that fixed income securities maturities should not exceed
ten years based on the average weighted value of the portfolio. As of June 30, 2008 and 2007,
there are no Foundation investments in fixed income securities that exceed ten years.

The Foundation invests in common stock and mutual equity funds with a long-term objective
to preserve principal and provide appreciation. Therefore the interest rate risk is not
considered in its decisions.

The maturities of money market funds, external investment pools and certain mutual bond
funds are based on the average weighted maturity method. Certain other mutual bond funds
have no weighted average maturity statistics because they are heavily invested in preferred
stocks. These mutual bond funds are therefore classified as having a maturity of more than
three years.

Credit Risk

The College and Foundation are exposed to credit risk for investments in certain money market
funds, external investment pools, debt securities and mutual bond funds. Credit quality ratings
are established by nationally recognized statistical rating organizations (NRSROs). Where
more than one rating exists, and those ratings are conflicting, the rating with the greatest
degree of risk is disclosed. Average credit quality ratings were obtained for money market
funds and mutual bond funds.
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE C - CASH AND INVESTMENTS (Continued):
Credit Risk (Continued)

As of June 30, 2008, the credit quality ratings for these types of investments and credit risk
exposure as a percent of total investments are as follows:

Credit Quality

Rating Percent
Money market funds AAA 10
Money market funds Not Rated 18
External investment pools Aaa 41
U.S. agency bonds AAA 23
Corporate bonds AAA <l
Corporate bonds AA 1
Corporate bonds A 2
Municipal bonds A <l
Mutual bond funds AAA 2
Mutual bond funds AA 2
Mutual bond funds A <l
Mutual bond funds B <1

As of June 30, 2007, the credit quality ratings for these types of investments and credit risk

exposure as a percent of total investments are as follows:
Credit Quality

Rating Percent
Money market funds AAA 16
Money market funds Not Rated 9
External investment pools Aaa 35
U.S. agencies AAA 29
Corporate bonds A 2
Municipal bonds AA 1
Municipal bonds AAA 2
Mutual bond funds A 1
Mutual bond funds AA 2
Mutual bond funds AAA 3
Mutual bond funds B <l

Custodial Credit Risk - Deposits

Custodial credit risk is the risk that in the event of a bank failure, the College’s deposits may
not be returned to it. The College does not have a deposit policy for custodial credit risk. At
June 30, 2008, the bank balance was $2,088,483 of which $1,786,001 was uninsured and
uncollateralized. At June 30, 2007 the bank balance was $1,887,114 of which $1,484,399 was

uninsured and uncollateralized.

Custodial Credit Risk - Investments

The College and Foundation investment policies do not address custodial credit risk. However,
all of the investments are in the name of the College or Foundation, as applicable, and the
investments are held in trust accounts with each financial institution from which they were
purchased.

20-



NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE C - CASH AND INVESTMENT'S (Continued):

Concentration of Credit Risk

Neither the College nor Foundation places a limit on the amount that may be invested in any
one issuer. Five percent or more of the College’s and Foundation's investments at June 30,
2008 and 2007 were invested as follows:

Issuer 2008 2007
Federal Home Loan Mortgage Corporation Less than 5% 6%
Federal Home Loan Bank 9% 9%

NOTE D - RECEIVABLES:
Receivables consist of the following at June 30, 2008 and 2007:

2008 2007
Auxiliary activities - related $103,328 $ 103,593
Students $354,147 $267,507
Less allowance for uncollectible accounts (68,546) 285,601 (42,895) 224,612
Other 17,906 27,688
$406,835 $ 355,893

NOTE E - CAPITAL ASSETS:

The following is a summary of the changes in the various capital asset class categories for the
year ended June 30, 2008:

Beginning Transters/ Ending
Balance Additions Deletions Balance
Capital Assets Not Being Depreciated
or Amortized:
Land $ 13,306 3 - $ - $ 13,306
Construction in progress 337,404 517,865 (337,404) 517,865
Total Capital Assets Not Being
Depreciated or Amortized 350,710 517,865 (337,404) 531,171
Capital Assets Being Depreciated or Amortized:
Buildings and improvements 20,329,437 125,292 - 20,454,729
Infrastructure 2,328,016 186,167 - 2,514,183
Furniture, fixtures and equipment 2,586,818 356,162 (21,600) 2,921,380
Library materials 894,315 79,812 - 974,127
Software - 47,800 - 47,800
Total Capital Assets Being Depreciated
or Amortized 26,138,586 795,233 (21,600) _26,912,219
Less Accumulated Depreciation and Amortization:
Buildings and improvements 7,155,701 431,566 - 7,587,267
Infrastructure 1,264,409 119,649 - 1,384,058
Furniture, fixtures and equipment 1,266,128 215,364 (21,600) 1,459,892
Library materials 513,733 73,106 - 586,839
Software - 1,593 - 1,593

Total Accumulated Depreciation

and Amortization 10,199,971 841,278 (21,600) _11,019,649
Total Capital Assets Being Depreciated

or Amortized, Net 15,938,615 (46,045) - 15,892,570
Total Capital Assets, Net $16,289,325 $ 471,820 $(337,404) $16,423,741
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE E - CAPITAL ASSETS (Continued):

The following is a summary of the changes in the various capital asset class categories for the
year ended June 30, 2007:

Beginning Transters/ Ending
Balance Additions Deletions Balance
Capital Assets Not Being Depreciated:
Land 3 13,306 3 - $ - 3 13,306
Construction in progress 41,850 329,654 (34,000) 337,404
Total Capital Assets Not Being Depreciated 55,156 329,554 (34,000) 350,710
Capital Assets Being Depreciated:
Buildings and improvements 20,287,163 42,274 - 20,329,437
Infrastructure 1,681,895 604,171 41,950 2,328,016
Furniture, fixtures and equipment 2,445,489 172,533 (31,204) 2,586,818
Library materials 811,849 82,466 - 894,315
Total Capital Assets Being Depreciated 25,226,396 901,444 10,746 26,138,586
Less Accumulated Depreciation:
Buildings and improvements 6,706,186 449,515 - 7,155,701
Infrastructure 1,179,437 84,972 - 1,264,409
Furniture, fixtures and equipment 1,077,622 206,708 (18,202) 1,266,128
Library materials 443,488 70,245 - 513,733
Total Accumulated Depreciation 9,406,733 811,440 (18,202) _10,199,971
Total Capital Assets Being Depreciated, Net 15,819,663 90,004 28,948 15,938,615
Total Capital Assets, Net $15,874,819 $ 419558 § (5052) $16,289,325

The following estimated useful lives are used to compute depreciation and amortization:

Buildings and improvements 40 years
Infrastructure 15 years
Furniture, fixtures and equipment 3-20 years
Library materials 10 years
Software 10 years

Depreciation and amortization expense for the years ended June 30, 2008 and 2007 totaled
$841,278 and $811,440, respectively.

NOTE F - LONG-TERM LIABILITIES:

Long-term liability activity for the year ended June 30, 2008 was as follows:

Beginning Ending Current

Balance Additions Reductions Balance Portion

Bonds payable $3,365,000 3 - $270,000 $3,095,000  $285,000
Accrued compensated absences 207,886 - 5,905 202,381 -

Total long-term liabilities $3,572,886 $ - $275,505 $3,297,381 $285,000
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE F - LONG-TERM LIABILITIES (Continued):

Long-term liability activity for the year ended June 30, 2007 was as follows:

Beginning Ending Current

Balance Additions Reductions Balance Portion

Bonds payable $3,620,000 3 - $255,000 $3,365,000  $270,000
Accrued compensated absences 211,350 - 3,464 207,886 -

Total long-term liabilities $3,831,350 3 - $258,464 $3,572,886  $270,000

The College issued $4,975,000 of limited general obligation bonds in May, 1999. The proceeds

of the bonds were used for the construction of a multi-purpose building, which was completed
in 2002.

Interest is payable semi-annually in May and November at rates ranging from 4.300 percent
to 4.375 percent. The principal and interest are payable from designated property tax levies.
Bonds maturing in the years 2010 through 2017 are callable at par and accrued interest.

Total principal and interest maturities on the bonds as of June 30, 2008 are as follows:

Fiscal Year Ending
June 30, Principal Interest Total
2009 $ 285,000 $ 134,731 $ 419,731
2010 300,000 122,476 422,476
2011 315,000 109,576 424,576
2012 330,000 96,031 426,031
2013 345,000 81,594 426,594
2014-2017 1,520,000 168,875 1,688,875
Total $3,095,000 $ 713,283 $3,808,283

Interest expense was $144,406 and $155,479 for the years ended June 30, 2008 and 2007,
respectively.

NOTE G - NET ASSETS:
Restricted Net Assets

Restricted net assets represent amounts over which third parties have imposed restriction that
cannot be changed by the Board, including amounts that the Board has agreed to set aside

under contractual agreements with third parties and funds restricted for scholarships and
other purposes.
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE G - NET ASSETS (Continued):

Unrestricted Net Assets

The College has designated the use of unrestricted net assets as follows for the years ended
June 30, 2008 and 2007:

2008 2007
Future capital outlay
and major maintenance $2,042,497 $1,309,627
Auxiliary activities 261,809 243,937
Equipment purchases, sabbaticals
and other programs 2,767,738 2,748,569
Undesignated, College 1,453,844 1,301,826
Undesignated, Foundation 2,773,869 2,923,931
Total unrestricted net assets $9,299,757 38,527,890

NOTE H - RETIREMENT PLANS:

Defined Benetfit Pension Plan

Plan Description - The College participates in the Michigan Public School Employees’
Retirement System (MPSERS), a statewide, cost-sharing, multiple employer defined benefit
public employee retirement system governed by the State of Michigan that covers most
employees of the College. The MPSERS provides retirement, survivor and disability benefits
to plan members and their beneficiaries. The MPSERS issues a publicly available financial
report that includes financial statements and required supplementary information for the
MPSERS. That report may be obtained by writing to the Michigan Public School Employees’
Retirement System at 7150 Harris Drive, P.O. Box 30171, Lansing, Michigan 48909-7671.

Funding Policy - Employer contributions to the MPSERS result from the effects of implementing
the School Finance Reform Act. Under these procedures, the College is required to contribute
the full actuarial funding contribution amount to fund pension benefits, plus an additional
amount to fund retiree health care benefit amounts on a cash disbursement basis. The
pension benefit rate totaled 16.72 percent of the covered compensation to the plan from
October 1, 2007 through June 30, 2008. The pension benefit rate totaled 17.74 percent of the
covered compensation to the plan from October 1, 2006 through September 30, 2007. The
pension benefit rate totaled 16.34 percent of the covered compensation to the plan from
October 1, 2005 through September 30, 2006. Basic plan members make no contributions, but
Member Investment Plan participants contribute at the rate of 3.9 percent of gross wages. The
College's contributions to the MPSERS' plan for the years ended June 30, 2008, 2007 and 2006
totaled approximately $928,000, $908,000 and $786,400, respectively.

Post Retirement Benetits - Under the MPSERS' Act, all retirees participating in the MPSERS’
Pension Plan have the option of continuing health, dental and vision coverage. These benefits

are not included in the pension benefit obligation referred to above.

Defined Contribution Plan

Effective January 1, 2000, existing professional MPSERS members and new professional
employees of the College may elect to participate in an optional retirement program (ORP) in
lieu of participating in the MPSERS plan. The ORP1is a defined contribution plan affiliated with
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NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE H - RETIREMENT PLANS (Continued):

Defined Contribution Plan (Continued)

the Teachers Insurance and Annuity Association and the College Retirement Equities Fund
(TIAA-CREF). Under ORP, the College contributes 11.0 percent, and the participant contributes
4.0 percent of the participant's compensation. Total contributions by the College were
approximately $173,800 and $157,600 for the years ended June 30, 2008 and 2007, respectively.
Total contributions by employees were approximately $63,000 and $57,000 for the years ended
June 30, 2008 and 2007, respectively.

NOTETI - RISK MANAGEMENT:

The College is exposed to various risks of loss related to property loss, errors and omissions,
workers’ compensation, as well as medical benetfits provided to employees. The College
participates in two insurance pools with other Michigan community colleges and schools for
self-insuring property and casualty and workers' disability compensation. The pools are
considered public entity risk pools. The College pays annual premiums to each pool for the
respective insurance coverage. In the event a pool's total claims and expenses for a policy
year exceed the total normal annual premiums for said years, all members of the specific
pool’s policy year may be subject to special assessment to make up the deficiency. Each of
the pools maintain reinsurance for claims in excess of $45,000 in any one year. The College
has not been informed of any special assessments being required.

The College also purchases commercial insurance for other risks of loss, including employee
health and accident insurance.

NOTE ] - NORTH CENTRAL MICHIGAN COLLEGE FOUNDATION:

The North Central Michigan College Foundation is a non-profit 501(c)3 corporation formed for
the purpose of receiving funds for the sole benetfit of the College. At June 30, 2008 and 2007,
the stated value of the net assets of the Foundation totaled $4,693,982 and $4,805,154,
respectively. These assets and all activity of the Foundation are included in the financial
statements of the College as a blended component unit. Separately issued financial
statements for the Foundation are available by contacting the Foundation office.

The College provides partial financial support to the Foundation in the form of payment of
various expenses, including salaries, benefits and various administrative expenses. The total
of such expenses was approximately $101,000 and $92,300 for the years ended June 30, 2008
and 2007, respectively.

The College also has an endowed scholarship account at the Foundation. The Foundation
invests and manages the account and makes an annual transfer to the College equal to the
greater of five percent of the account’s value at the beginning of the fiscal year, or eighty
percent of the earnings on the account. The remaining amount, if any, is added to the principal
balance of the account. The total amount transferred from the Foundation for the years ended
June 30, 2008 and 2007 was approximately $66,900 and $52,600, respectively.
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO FINANCIAL STATEMENTS
June 30, 2008 and 2007

NOTE K - COMMITMENTS:
As of June 30, 2008, the College Board of Trustees had approved the following for the indicated

amounts:
Steel roof for the Administrative Classroom Building $389,940
Telephone, wireless internet and emergency
notification system $230,000
Network upgrades and fiber installation $ 50,000

A deposit of $110,093 had been made as of June 30, 2008 on the telephone, wireless internet
and emergency notification system.

NOTE L - PRIOR PERIOD ADJUSTMENT:

The College determined that an allowance for uncollectible accounts should have been
recorded at June 30, 2007. Accordingly, the following financial statement line items as of and
for the year ended June 30, 2007 were affected by this adjustment.

As Previously Effect of
Stated As Restated Adjustment

Balance sheet at June 30, 2007:

Receivables (net) $ 398,788 $ 355,893 $ (42,895)

Net assets, unrestricted $8,570,785 $8,527,890 $ (42,895)
Statement of Revenue, Expenses and Changes in Net Assets

for the year ended June 30, 2007:

Institutional administration $1,702,223 $1,745,118 $ 42,895

Increase in net assets $1,092,986 $1,050,091 $ (42,895)
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ASSETS:
CURRENT ASSETS:

Cash and cash equivalents

Receivables, net

State appropriation
receivable

Federal and state grants
receivable

Inventories

Prepaid expenses

Equipment deposits

Due from (to) other funds

Total current assets

RESTRICTED CASH
LONG-TERM INVESTMENTS

CAPITAL ASSETS:
Capital assets not being
depreciated or amortized
Capital assets being depre-

ciated or amortized, net
Total capital assets

TOTAL ASSETS

NORTH CENTRAL MICHIGAN COLLEGE
COMBINING BALANCE SHEET

June 30, 2008

Memorandum
Auxiliary Only -
General Designated Activities Restricted Plant Agency College Combined
Fund Fund Fund Fund Fund Fund Total Foundation Total

$ 2,204,166 $ 631,587 $ 309,364 3 - $ 1,314,319 $ 74,138 $ 4,533,574 $ 1,189,616 $ 5,723,190
303,507 - 103,328 - - - 406,835 - 406,835
516,000 - - 273,594 - - 789,594 - 789,594
- - 100,222 - - - 100,222 - 100,222
119,838 - 2,816 - - - 122,654 - 122,654
- - - - 110,093 - 110,093 - 110,093
(742,512) 989,866 (219,023) (320,353) 490,328 (38,087) 160,219 (160,219) -
2,400,999 1,621,453 296,707 (46,759) 1,914,740 36,051 6,223,191 1,029,397 7,252,588
- - - 338,223 377,769 - 715,992 - 715,992
- 1,348,666 - - - - 1,348,666 3,664,585 5,013,251
- - - - 531,171 - 531,171 - 531,171
- - - - 15,892,570 - 15,892,570 - 15,892,570
- - - - 16,423,741 - 16,423,741 - 16,423,741
$ 2,400,999 $ 2,970,119 $ 296,707 $ 291,464 $ 18,716,250 $ 36,051 $ 24,711,590 $ 4,693,982 $ 29,405,572
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LIABILITIES AND NET ASSETS:
CURRENT LIABILITIES:
Accounts payable
Accrued payroll and other
compensation
Unearned tuition and fees
Unearned revenue
Due to depositors
Interest payable
Current portion of
bonds payable

Total current liabilities

LONG-TERM LIABILITIES:
Accrued compensated
absences

Bonds payable

Total long-term
liabilities
Total liabilities

NET ASSETS:

Invested in capital assets, net of
related debt

Restricted for:
Nonexpendable endowments
Expendable scholarships

and grants

Construction and debt service
Capital projects

Unrestricted
Total net assets

TOTAL LIABILITIES
AND NET ASSETS

NORTH CENTRAL MICHIGAN COLLEGE
COMBINING BALANCE SHEET (CONTINUED)

June 30, 2008

Memorandum
Auxiliary Only -
General Designated Activities Restricted Plant Agency College Combined
Fund Fund Fund Fund Fund Fund Total Foundation Total

3 335,462 $ - $ 9,579 3 - $ - 3 - 3 345,041 $ - 345,041
441,898 - 9,354 22,807 - - 474,059 - 474,059
169,795 - - - - - 169,795 - 169,795
- - 15,965 17,549 - - 33,514 - 33,514
- - - - - 36,051 36,051 - 36,051
- - - - 22,455 - 22,455 - 22,455
- - - - 285,000 - 285,000 - 285,000
947,155 - 34,898 40,356 307,455 36,051 1,365,915 - 1,365,915
- 202,381 - - - - 202,381 - 202,381
- - - - 2,810,000 - 2,810,000 - 2,810,000
- 202,381 - - 2,810,000 - 3,012,381 - 3,012,381
947,155 202,381 34,898 40,356 3,117,455 36,051 4,378,296 - 4,378,296
- - - - 13,438,834 - 13,438,834 - 13,438,834
- - - - - - - 1,428,038 1,428,038
- - - 251,108 - - 251,108 173,590 424,698
- - - - 117,464 - 117,464 - 117,464
- - - - - - - 318,485 318,485
1,453,844 2,767,738 261,809 - 2,042,497 - 6,525,888 2,773,869 9,299,757
1,453,844 2,767,738 261,809 251,108 15,598,795 - 20,333,294 4,693,982 25,027,276
$ 2,400,999 $ 2,970,119 $ 296,707 $ 291,464 $ 18,716,250 $ 36,051 $ 24,711,590 $ 4,693,982 29,405,572
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NORTH CENTRAL MICHIGAN COLLEGE
COMBINING STATEMENT OF REVENUES, EXPENSES, TRANSFERS AND CHANGES IN NET ASSETS
for the year ended June 30, 2008

Memorandum
Auxiliary Only -
General Designated Activities Restricted Plant College Combined
Fund Fund Fund Fund Fund Total Foundation Elimination Total
OPERATING REVENUES:
Tuition and fees (net of scholarship
allowance of $1,824,308) $ 4,584,476 $ 183,513 $ - $ -8 - $ 4,767,989 3 - $ (1,824,308) $ 2,943,681
Federal grants and contracts - - - 770,569 - 770,569 - - 770,569
State and local grants -
and contracts - - - 592,561 - 592,561 - - 592,561
Nongovernmental grants - - - 413,054 - 413,054 - (29,080) 383,974
Auxiliary activities - - 1,794,479 - - 1,794,479 - (54,745) 1,739,734
Other sources 128,807 100,623 - 5,201 3,888 238,519 - (47,021) 191,498
Total operating revenues 4,713,283 284,136 1,794,479 1,781,385 3,888 8,577,171 - (1,955,154) 6,622,017
OPERATING EXPENSES:
Instruction 5,089,900 18,830 - 108,222 - 5,216,952 - (37,269) 5,179,683
Instructional support 1,275,958 1,742 - 441,222 - 1,718,917 - (4,170) 1,714,747
Student services 1,988,134 44,434 1,759,342 3,393,090 - 7,185,000 - (1,816,688) 5,368,312
Institutional administration 1,564,467 62,152 - - - 1,626,619 463,110 (95,842) 1,993,887
Operation and maintenance
of plant 1,418,922 31,948 - 2,960 42,146 1,495,976 - - 1,495,976
Information technology 942,090 204,761 - 2,696 - 1,149,547 - (1,185) 1,148,362
Depreciation and amortization - - - - 841,278 841,278 - - 841,278
Total operating expenses 12,279,466 363,867 1,759,342 3,948,190 883,424 19,234,289 463,110 (1,955,154) 17,742,245
Operating income (loss) (7,566,183) (79,731) 35,137 (2,166,805) (879,536) (10,657,118) (463,110) - (11,120,228)
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NONOPERATING REVENUES (EXPENSES):

State appropriations

Property tax levy

Pell grants

Investment income - net of
investment expense

Net redlized and unrealized gain
(loss) on investments

Net gain on disposal of fixed assets

Interest on capital
asset - related debt

Donations

Special events
Net nonoperating revenues

Income (loss) before

other revenue

OTHER REVENUE,

Additions to permanent endowments

Increase (decrease)

in net assets

TRANSFERS IN (OUT)

NET INCREASE (DECREASE)

IN NET ASSETS

NET ASSETS, BEGINNING OF YEAR
NET ASSETS, END OF YEAR

NORTH CENTRAL MICHIGAN COLLEGE
COMBINING STATEMENT OF REVENUES, EXPENSES, TRANSFERS AND CHANGES IN NET ASSETS (CONTINUED)
for the year ended June 30, 2008

Memorandum
Auxiliary Only -

General Designated Activities Restricted Plant College Combined
Fund Fund Fund Fund Fund Total Foundation Elimination Total
3,093,400 - - - - 3,093,400 3,093,400
5,718,501 - - - 726,222 6,444,723 6,444,723

- - - 2,174,283 - 2,174,283 2,174,283

65,597 76,933 3,797 - 34,253 180,580 157,353 337,933

- 37,368 - - - 37,368 (289,481) (252,113)

- - - - 8,900 8,900 - 8,900

- - - - (144,406) (144,406) - (144,406)

- - - - 318,216 318,216

- - - - 45,882 45,882
8,877,498 114,301 3,797 2,174,283 624,969 11,794,848 231,970 12,026,818
1,311,315 34,570 38,934 7,478 (254,567) 1,137,730 (231,140) 906,590
- - - - - 186,833 186,833
1,311,315 34,570 38,934 7,478 (254,567) 1,137,730 (44,307) 1,093,423
(1,159,297) (15,401) (21,062) (206,596) 1,469,221 66,865 (66,865) -
152,018 19,169 17,872 (199,118) 1,214,654 1,204,595 (111,172) 1,093,423
1,301,826 2,748,569 243,937 450,226 14,384,141 19,128,699 4,805,154 23,933,853
1,453,844 $ 2,767,738 261,809 $ 251,108 $ 15,598,795 $ 20,333,294 $ 4,693,982 $ $ 25,027,276
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REPORT ON INTERNAL CONTROL OVER FINANCTAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Toihe Board of Trustess of
Norlh Central Michigan Cellege:

We hove cudiled the financial statements of Nerth Central Michigan College as of and
for the year ended June 30, 2008, and hove issued our report thereon dored Oclober 7, 2008, We
conducted our qudit in accordance with auditing slemdards generally accepled in the United States
of America and lhe standards applicable to linomeicd audils contained in Government Aucliting
Standards, issued by the Compiroller General of the United Stales.

Internal Contral Over Financial Reporting

In plenning end performing our audit, we considered North Central Michigon College's internal
control over financial reporting as o basis for designing our cuditing procedures for the purpose of
expressing cur opinions on the fintnecial statements, but not tor the purpose of expressing an opinicn
on the effectiveness of the Norlh Central Michigan College's internal control sver fincmeial reperting.
Accordingly, we do not express an opinion on the effectiveness of the North Central Michigen
College’s internal contral over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and would not necessarily identity all deficienciss in internal
control that might be signiticant deliciencies or material weaknesses, However, as discussed below,
we identified o cerlain deficiency in internal contrel over financial reporting that we considerio be a
sigrificant deficiency.

A control deficiency exists when the design or operation of a conlrol does not allew management or
employees, in the normal course of perfcrming their assigned lunctions, to preven or detect
misslatements on a imely basis. A significant deficiency is a conirol deficiency, or combination of
contro] deficiencies, thot adversely aflects the North Central Michigan College's ahilily to initiate,
cuthorize, record, process, or report financial data reliakly in accordance with generdly accepted
accounting principles such Lhat there is more thon o remote likelihood that o misstatement of North



Board of Trustees
Morth Centrol Michigon College

Interngl Contral Over Financial Reporling (Continued)

Cenlral Michigan College's linancial slatements that i3 more thom inconseguential will net be
prevented or detected by the Narth Central Michigan College's internal control over finaneial
reporting. We consider the deficiency described in the accompanying schedule of findings and
questicned costs to be a significant deliciency aver inancial reporting. This deficiency is referenced
as 2008-1.

A material weakness is a significant deliciency, or combination of sigmificont deficiencies, that results
in more than a remote likelihood that a material misstatermnent of the financial statements will not be
prevented or delecled by the North Central Michigon College’s inlernal contral.

Char consideration of internal control over finoneial reporting was for the limited purpose described
in the first paragraph of this section and would not necessarily identify all deficiencies in internal
conlrol lhat might be significomnt deficiencies and, accardingly, would not necessarily disclose all
significemnt deficienciss thal are also considerad to be material weaknesses. However, we conaider
significant deficiency 2008-1 1o be a material waakness.

Complicnces and Ciher Matlkers

As part of ohtaining reasonable assurance about whelher North Central Michigan College’s finaneial
stalements cre free of malerial misstatement, we perlormed tests of its compliomee with certain
provisions of laws, regulations, contracts, and grant agreements, noncomplicnee with which could
have a direct and material eflect on the determination of fincrcial stedement amounts. However,
providing an opinion on complionce with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instences of

noncompliance or other matters that are required to ke reported under Governrment duditing
Standeards.

North Centrol Michigon College’s response to the findings identified in our audit is described in the
accompanying schedule of findings and questioned costs. We did not aqudit North Central Michigan
Collage’s response and, accordingly, we express no opinion on it

This repart is inlended solely for the information and use of the Board of Trustees, managerment, and

tederod awording agencies and pass-through entities and is not intended to be and should notbe used
Ly anyone other than these specitied parlies.
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HEPORT ON CORPLIANCE WITH BEOHITREMERNTS
APPLICABLE TO EACH MAIOR FROGRAM
AND INTERNAL CONTROL OVER COMEPLIANCE
IN ACCORDANCE WITH OMEB CIRCULAR A-133

Ta the Board of Trustees of
North Central Michigan College:

Complignce

We heve aqudited the compliance of North Central Michigan College, with the types of compliance
requirements described in the U.8. Office of Management and Budget (OMB) Clrowlar 4-133
Compliance Supplement that are applicable to its major tederal program for the year ended June 30,
2008. North Central Michigan College's major federal program is identified in the surnmary of
auditors’ results seclion of the accompanying schedule of findings and questioned costs, Compliance
with the requirements of laws, regulations, contracts, and grants applicable to its major lederal
prograrm is the responsibility of North Centrol Michigon College's manogement. Char responsibility
is to express an opinion on North Central Michigan College’s compliance based on our audil.

We conducted our cudit of complicnce in accordonce with auditing standards generally aceepted in
ihe United Stales of America; the standards applicable to linaneial cudits contained in Govermment
Auditing Standerds, issued by the Comptroller General of the United Siates: and OMB Circular A-133,
Audlits of States, Locad Governments, and Non-Profit Organizations. Those slandards emd OMB
Circular £-133 recquire that we plan and perform the audit to oblain reasenable assurance cbout
whether noncomplionce with the types of complicnce requirements referred to above thal could have
g direct and malericl effect on o mojor lederal program ocourred. An cudit includes examining, on
o test basis, evidence about North Central Michigan College’s compliance wilh thase requirements
and perforrming such other procedures as we considered necessary in the circurnstances, We believe
thal our oudit provides o reosonable basis for our opinion.  Our audit does not provide a legal
determination on Norlh Cenlral Michigon Cellege’s complicnee wilh those requirements.

As described in itern 2008-2 in the accompanying schedule of findings and questioned costs, North
Central Michigon College, did nel comply with requirements regarding maintaining eligikility thal are
applicakls o its Student Financial Assistance Program Clusler. Complicnee with such requirements
is necessary, in ow opinion, for MNorlh Central Michigon College, o comply with requirements
applicable to that program.



Board of Trustees
North Central Michigan College

In our opinion, except for he noncomplionce described in the preceding paragraph, North Central
Michigan College, complied, in all material respects, with the requirements referred to above that are
applicable to its major tederal program for the year ended June 30, 2008,

Interngl Canirol Over Compliance

The management of North Central Michigan College, is responsible for establishing and maintaining
effactive internal control over complionce with the requirements of laws, regulations, contracts, and
granis applicable to federal programs. [n planning and performing our audit, we considered North
Central Michigan Ceollege's internal control over compliarice with the requirernents thet could heve
a direct and malerial effecl on a major federal prograim in order to determine our quditing procedures
for the purpose of expressing our opinion on compliance but not for the purpose of expressing an
opinion on the effectiveness of inlernal control over complionce. Accordingly, we de nol express an
opinion on the effectiveness of North Central Michigan College's internal eonlrol over compliance.

A controf deficiencyinan entity's internal control over complianees exists when the design or operation
of o control does not allow management or employees, in the normal course of performing their
assigned functions, 1o prevent or detect noncompliance with « type of complianee requirsment of g
federol program on atimely basis. A significant deficiencyis o control deficiency, or combination of
control deficiencies, that adversely affects the enlily's ability to administer a federal program such thett
there iz more than a remote likelihood that noncomplionce with o type of complicnee requirement of
a federal program that is more than inconsequential will not be prevented or detected by the entity’s
internal control.

A matericd weaknessis a significant deliciency, or combination of significant deficiencies, thot results
in more them aremote likelihood that material nencomplionce with atype of compliance requirernern
of a lederdal program will not be prevenled or deteclad by the enlity’s internat contral.

Qur consideration of internal control over complicemea was for the limited purpose described in the first
paragroph of this section and would not necessarily identity all deficiencies in internal contral that
might be significant deficiencies or material weaknesses, We did not identify any deficiencies in
internal control over complianece lhat we consider to be material weaknesses as= defined agbove,

Nerth Central Michigan College's response to the findings identified in our audit are described in the
accompanying schedule of findings and questioned cosis. We did net audit North Central Michigon
College’s response and, accordingly, we express ne opinion on it.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of North Cenitral Michigom College as of and for the year
ended June 30, 2008 and hove izsued our report thereon deted Cotaber 7, 2008, Our cudit was
performed for the purpose of lorming an opinion on the financial statements token as o whole, The
accompanying schedule of expenditures of federal cwards is presented for purposes of additional
analysis as required by OMB Circular A-133 and is not a required part of the linancial staternents.
Such inlormation has been subjectad to the quditing procedures applied in the cudit of the finoncial
staternenls and, in our opinion, is kairly stated, in all material respects, in relation to the finonecicl
slatements taken as a whole.

This report is intended solely {or the information and use of the Board of Trustees, management, and
federal cwarding agencies and pass-through entities and is notintended to be and should not be usad

by anyone other than lhese specified parties.
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NORTH CENTRAL MICHIGAN COLLEGE
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
for the year ended June 30, 2008

Federal
CFDA Pass-through Federal
Federal Grantor/Pass-through Grantor/Program or Cluster Title Number Grantor's Number Expenditures

U.S. Department of Education:
Student Financial Assistance Program Cluster:
Federal Supplemental Educational Opportunity

Grant Program 84.007 $ 49,154
Federal Work Study 84.033 50,000
Federal Pell Grant Program 84.063 2,174,283
Federal Academic Competitiveness Grant Program 84.375 9,900

Total Student Financial Assistance Program Cluster 2,283,337

Passed through Michigan Department of Labor & Economic Growth:
Carl D. Perkins Vocational and Technical

Education Act of 1998: 84.048A
Regional Allocation V048A070022 8021-21 121,146
Local Administration V048A070022 8025-21 18,059
Professional Development: Fast Track V048A070022 8029-21 1,836
Entrepreneurial Initiative V048A070022 7027-7 20,450
Tech-Prep Education (passed through Char-Em ISD) 84.243A 8,441
Tech-Prep Education (passed through Alpena

Public Schools) 84.243A 3,933

Total passed through Michigan Department of
Labor & Economic Growth 173,865
Total U.S. Department of Education 2,457,202

U.S. Department of Labor:
Passed through Northeast Michigan Consortium:

Employment Services 17.207 130,995
No Worker Left Behind 17.207 34,577
WIA Enhanced Resource Room Services 17.255 60,000
WIA Youth Activities 17.259 236,827
WIA Statewide Incumbent Worker Training 17.267 21,632

Total U.S. Department of Labor 484,031

TOTAL EXPENDITURES OF FEDERAL AWARDS 32,941,233

The accompanying notes are an integral part of this schedule.
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NORTH CENTRAL MICHIGAN COLLEGE
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
for the year ended June 30, 2008

NOTES:

A.

Basis of presentation - The accompanying schedule of expenditures of federal awards includes
the federal grant activity of North Central Michigan College and is presented on the accrual
basis of accounting. The information in this schedule is presented in accordance with OMB
Circular A-133 and agrees with the amount presented for federal grants and contracts and Pell
grant nonoperating revenue on the statement of revenue, expenses and changes in net assets
for the year ended June 30, 2008 as reconciled below:

Expenditures of federal awards $2,941,233
Carryover from prior year grants (Tech-Prep Education,
Employment Services and WIA Statewide Incumbent

Worker Training) 3,619
Total federal expenditures $2,944 852
Federal grants and contracts revenue $ 770,569
Pell grant nonoperating revenue 2,174,283
Total federal revenue $2,944 852

During the year ended June 30, 2008, North Central Michigan College processed the following
amount of new loans under the Federal Family Education Loan Program, which includes the
Stafford Loan and Parent Loan for Undergraduate Student programs:

Federal
CFDA Amount
Number Authorized
84.032 $1,971,150

The threshold for determining Type A and B programs was $300,000. The value of loans under
the Family Federal Education Loan Program have been excluded from the threshold.
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NORTH CENTRAL MICHIGAN COLLEGE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
for the year ended June 30, 2008

Section I - Summary of Auditors’ Results

Financial Statements

Type of auditors’ report issued:

Internal control over financial reporting:
®  Material weakness(es) identified?

o Significant deficiency(ies) identified that are not
considered to be material weaknesses?

Noncompliance material to financial statements noted?
Federal Awards

Internal control over major programs:

®  Material weakness(es) identified?

o Significant deficiency(ies) identified that are not
considered to be material weakness(es)?

Type of auditors’ report issued on compliance for major
programs:

Any audit findings disclosed that are required to be
reported with Section.510(a) of Circular A-1337
Identification of major programs:

CEFDA Number(s)

84.007, 84.033, 84.063, 84.375

Dollar threshold used to distinguish between type A and
type B programs:

Auditee quadlified as low-risk auditee?

-38-

Unqualified

X _Yes

Yes

Yes

Yes
Yes

Qualified

X Yes

No

X None reported

X No

X No

X None reported

No

Name of Federal Program or Cluster

Student Financial Assistance
Program Cluster

$300,000

Yes



NORTH CENTRAL MICHIGAN COLLEGE
SCHEDULE OF FINDINGS AND QUESTIONED CORSTS (Continued)
for the year ended June 30, 2008

Section II - Financial Statement Findings

2008-1

Criteria: Statement on Auditing Standards #112 titled Communicating Internal Control Related
Moatters Identified in an Audit (issued May, 2006), requires communication, in writing, of deficiencies
in internal control that are noted during our audit.

Condition: Bank reconciliations were not prepared for the last four months of the current fiscal year.

Recommendation: To properly protect and account for the College's finances, procedures should be
implemented to insure this important financial function is performed in a timely manner.

Response: The College agrees with the recommendation. The situation arose during a time of
significant employee turnover in the accounting area. There was limited time available to perform
some day to day functions, however, the issue has been addressed and reconciliations are currently
being performed in a timely manner.

Section III - Federal Award Findings and Questioned Costs

2008-2

Criteria: Maintaining Eligibility - The Department of Education is required to be notified of a change
in the chief fiscal officer within 10 days (34 CFR 600.21(a)(9)).

Condition: Notification of the change in the Dean of Business Services (chief fiscal officer) was made
to the Department of Education after the deadline.

Effect: The grantee was in violation of the requirement.

Recommendation: Procedures be implemented to insure that the Department of Education is properly
notified of any changes as required.

Response: The grantee agrees with the recommendation and the Department of Education was
notified immediately upon discovery of the error.
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NORTH CENTRAL MICHIGAN COLLEGE
SCHEDULE OF PRIOR AUDIT FINDINGS
for the year ended June 30, 2008

2007-1

Condition: Information on the terms and conditions for Federal Education Loan Deferments was not
properly disclosed to students.

Recommendation: Procedures be implemented to insure that students receiving federal education
loans are notified of the terms and conditions under which they may obtain deferments.

Current Status: The grantee understands and has complied with the requirements in the current year.

2007-2

Condition: One student received a Subsidized loan that was $342 in excess of need. This was not
considered a questioned cost since the loan was changed to an Unsubsidized loan (as a replacement
of the Expected Family Contribution resulting in no over-award).

Recommendation: Procedures that were in place should have been sufficient to identify the error. We
recommend that the staff attempt to be more cognizant of the potential for issues to arise in this area
if procedures are overlooked.

Current Status: The grantee understands and has complied with the requirements in the current year.

2007-3

Condition: One student was not contacted within 30 days of the college becoming aware that the
student had completely withdrawn.

Recommendation: Procedures be implemented to insure exit loan counseling is provided to student
borrowers in a timely manner.

Current Status: Testing during the current year indicates that the grantee has implemented proper
procedures to insure exit loan counseling is completed in a timely manner.

2007-4

Condition: Three students did not complete required exit loan counseling.

Recommendation: Procedures be implemented to insure exit loan counseling is provided to student
borrowers when necessary.

Current Status: Testing during the current year indicates that proper procedures were in place and
operating to insure exit loan counseling was completed as required.
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_ North Central

MICHIGAN COLLEGE
CORRECTIVE ACTION PLAN

U.S. Department of Education

North Central Michigan College respectfully submits the following corrective action plan for
the year ended June 30, 2008.

Name and address of independent public accounting firm:
Smolinski & Christman, P.C.
353 Michigan Street
Petoskey, Michigan 49770

Andit period: July 1. 2007 through June 30, 2008

The lindings from the June 30, 2008, schedule of findings and questioned costs are discussed
below. The lindings are numbered consistently with the numbers assigned in the schedule.

FINDING - FINANCIAL STATEMENTS AUDIT
SIGNIFICANT DEFICIENCY

2008-1 MATERIAL WEAKNESS - Bank Reconciliations

Aecommendation: Procedures should be implemented to insure this important
financial funclion is performed in « timely manner.

Action Taken: We concur with the recommendation. The situation arose during a
tirne of significant employee turnover in the accounting area. There was limited
time available to perform some day to deay functions, however, the issue has been
addressed and reconciliations are currently being performed in a timely manner.

FINDING - A-133 AUDIT
COMPLIANCE VIOLATION
2008-2 Maintaining Eligikility - Notification of Change in Chief Fisca] Officer

Aecommendatiorr Procedures be implemented to insure that the Department of
Educalion is properly notitied of any changes as required,

Action Takerr: We concur with the recommendation. Notification to the Department
of Education was made immediately upon discovery of the error. Procedures are
now in place so that timely notification will be made in the future.

1513 Howard Street » Peloskey, Michigan 43770 + 231-348-6600 * www.nomich.ed,

AN EQUAL OPPORTUNITY - AFFIRMATIVE ACTION EMPLOYER
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To the Finance Cornrmittee of the Board of Trustees of

North Central Michigan Cellege:

We have cudited the fincmeial statements of North Central Michigan College (the College) for
the years ended June 30, 2008 and 2007, ond heove issued our report thereon dated Ccetober 7, 2008
Professional standards require that we provide you with the following information related to our cudit.

Our Responsibility under 11.5. Generally Accepled Auditing Standards and OMB Circular A-133

As stated in owr engagement letter dated July 2, 2008, cur responsibility, as described by professional
standards, is to express opinions about whether the inancial statements prepared by management with your
oversight are lairly presented, in all material respects, in conformity with U.5. generally accepted accounting
principles. Our cudit of the financial staterments does not relieve you or managsment of your responsibilities.

[n planning and performing our audit, we considered North Central Michigan College's internad control over
financial reporting in order to determine our cuditing procedures for the purpose of expressing our opirtons
on lhe finoncial slotermnents and not to provide assurance on the internal control over financial reporting. We
alse considered internal contrel over carmpliance with requirements that could herve o direet ond material
elfecl on amajor federal program in order to determine cur cuditing procedures for the purpose of expressing
our opinion on complicmee and to tesl and report on internal control over compliance in accordance with
OMB Circular A-133.

As part of obtaining reasonable assurance about whether North Central Michigan Collegs's financial
staternents are free of material misstatement, we performed tests of its compliance with certain provisions of
leows, requlations, contracts, and grants, noncomplionce with which could hove o direct and moterial effest
on the determination of financial statement amounts. However, providing an opinion on complicmce with
those prowvisions was not an objective of cur audit. Also in accordance with OMB Circular A-133, we
examined, on « test basis, evidence about North Central Michigon College's complioncs with the types of
complicnce requiremenls described in the "U.S. Office of Manogement and Budget (OMB} Circular &-133
Compliance Supplemen!” applicable lo each of its major tederal programs for the purpose of expressing an
opinion on North Cantral Michigun College’s compliance with those requirements. While our qudit provides
a reasonable basis for our opinion, it does not provide o legal determination on North Central Michigan
College's compliance with those requirements.
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Flanned Scope and Timing of 1he Audit

We performed the cudit according to the planned scope and timing previously cormmunicaled to the Dean
of Technology and Business Services in cur discussion about plemning matters on July 2, 2008.

Significant Audit Findings
Qualitative Aspects of Accounting Practices

Management is respensible for the selection and use of appropricte cecounting policies. In gccordance with
the terms of cur engagemenl letter, we will advise manogement aboul the appropriatensss of accounting
policies and their application. The sigrificant aocounting policies used by the College cre described in Nole
A to the finoncicl statements. As described in Note A to the financicl statemnents, the College changed
accounting policies related to the financial statement presentation of Pell grant revenue. This change was
based on GASE Clarification during the current year. As described in Note L to the financial statements, the
College alsa began recording an allowances lor uncolleclible student accounts receivable. This chonge was
made by correcting the prior year's fincncial staternents to reflect the allowance that would have been
recorded lor the year ended June 30, 2007, We noted no transactions enlerad into by the College during the
yaar for which there is a lack of cuthoritative guidance or consensus. There are no significont iransactions
that hove been recognized in the financial statements in o different period than when the transaction
occurred.

Accountling estimates are an integral pan of the financicl staterments prepared by management and are
based on management's knowledge and experience about past omd current events and assumpiions about
future evenls, Certain accounting estimotes are porticularly sensilive becouse of their significance to the
finuncial sictements and because of the possibility that future avents aflecting them rmay differ significantly
from those expected. The most sensiiive estimate affecling the fnancial stotements was monagement's
estimale of the uncolleclible mccounts is based on previous experience in the collections area. We evalucted
the key factors and assumptions used in developing the allowanees for uneollectible accounis in determining
that it is recsonable in relation to the financial siatements taken as a whole,

The disclosures in the fremeial statements are neutral, consistent, and clear.

Difficulties FEncountered in Performing the Audit

We encountersd no significant difficulties in dealing wilh manogement in performing artd completing our
cruddit.

Corrected cnd Uncorrecfed Misstaterneants

Professional stemdards reguire us to accumulate all known and likely misstatements identified during the
cudit, olher than those that are trivial, and communicale them to the appropricte level of moanagemen.
Management has corrected ol such missictements. In addition, none of the missiatements detected gs a
result of oudit procedures and corrected by monagement were material, either individuadly or in the
aggreqgate, to the finoncial sterements taken as g whele.

Disagresments with Monagement

For purposes of this letler, professiond standards define o dizogresment with management as a financial
accounting, reporting, or cuditing matter, whether or not resolved to our satisfaction, that could be significant
1o the finomeinl stetements or the auditor's report. We are pleasad toreport that no such disagreaments arose

during the course of our cudit.
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Management Representations

We have requested certain reprasentations from management thet cre included in the monagement
representation lelter dated October 7, 2008.

Memeagement Consufiations with Other Independent Accountanis

In some cases, management may decide to consult with other accountants about auditing and accounting
mertters, similar to obtaining o “second opinion” on certain situations. I a consultation involves application
of em aceounting principle to the College's financial statements or a determination of the type of auditor’s
cpinicn that may be expressed on those statements, our professional standords require the consulting
accountant to check with us to determine that the consultant has all the relevant facts. To our knowledge,
there were no such consultations with other accountants.

(hher Audif Findings or Issues

We generally discuss o varietly of matters, including the application of cccounting principles and cuditing
slandards, with management each year prior to retention as the College’s auditors.  However, these
discussicns ocewred in the normal course of our professional relationship end our responses were not o
condition to our retention.

This information is intended solely or the use of the Finanee Committee of Lhe Board of Trustees
and management of North Central Michigan College and is not intended to be and should not be usad by
danyane other than these specified parties.

Very truly yours,

Smolinsld & Christman, P.C.





